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Introduction
A remarkable upgrading of export performance and a major re-orientation of foreign trade in favour of the EU-15 have been among the most outstanding features of the transition and EU integration processes of former socialist countries from Central, Eastern and South East Europe. Since the beginning of the 1990s, most European transition countries recorded extremely high growth in exports in absolute as well as relative terms, accompanied by increasing market shares abroad, especially in the EU-15, and an increasing domination of the EU-15 as a market for exports. The analysis distinguishes between three groups of transition countries, i.e. the eight countries which entered the EU in 2005 (new member states, NMS-8: Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovakia and Slovenia), the two countries which entered the EU in 2007 plus Croatia (candidate countries, CC-3: Bulgaria, Croatia and Romania 1 ) , and three South-East European countries (South East Europe countries, SEE-3: Albania, Macedonia, and Serbia and increase in the EU-15 was 220%. Over the shorter period of 1996-2004, the exports of the SEE-3 increased by 184%. The export increase of the CC-3 and in particular of the NMS-8 was much higher over the same period.
The increase in the exports of transition countries resulted directly from a considerable increase in their market shares abroad, especially in the EU-15. In 1991 , the share of NMS-8 exports to the EU-15 in terms of total EU-15 imports increased from1.54% to 5.38%, and for the CC-3, from 0.28% to 0.78%. In 1996-2004, market shares of the SEE-3 in the EU-15 remained almost unchanged (it increased from 0.17% to 0.19%). The market shares of the NMS-8 and the CC-3 in the EU-15 recorded a very high increase over the same period.
All of this points to the growing importance of EU-15 markets for the exports of transition countries. In 2004, the EU-15 absorbed as much as 65.9% of total NMS-8 exports (in 1991 58.9%), 60.0% of total CC-3 exports
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Exports index (1996=100) In terms of economic performance and the transition process, the SEE-3 clearly lag behind the CC-3 (see EBRD 2005, for example) . Th e SEE-3, however, are at a rather diff erent stage in the EU integration process: Macedonia is a candidate country, Albania concluded the Stabilisation and Association Agreement with the EU in 2006, while Serbia and Montenegro is only at the negotiation stage of this agreement. In addition, Serbia and Montenegro recently split into two independent states. In the analysis, the two countries are treated as one because they were a single state at the time the data was collected.
(38.9% in 1991) and 50.1% of total SEE-3 exports (in 1996, 40,4%) . The situation with imports is similar.
All of this points to considerable export intensification for the NMS-8 measured by an export to GDP ratio (increasing from 29.3% in 1995 to 46.0% in 2004) . The level and pace of export intensification of the CC-3 has been much lower (25.7% in 2004) , while the export intensity of SEE-3 stagnated at an even lower level (approximately 16%).
• •
•
The above trends demonstrate rapid, strong growth and the increasing importance of the EU for the foreign trade of transition countries. In all countries, the trends and structural changes progress in the same direction, but significantly vary between different groups of countries. As expected, this process is by far the fastest and the strongest in the NMS-8. These countries demonstrate rapid progress in all the analysed aspects of export competitiveness. The CC-3 show similar trends, but the progress is much slower. The SEE-3 also increased their exports, but lag behind considerably in terms of volume as well as the dynamics of their foreign trade. Their market shares in the EU-15, and the export intensity of their economies (export to GDP ratios), have remained almost unchanged since 1996.
The objective of the paper is to analyse the role of changes in EU market access, i.e. European integration, in the impressive growth of the export performance among transition countries. Based on the relevant theoretical concepts, we follow the approach of Redding and Venables (2003 ), and Fugazza (2004 and distinguish between market access and supply capacity determinants of export performance. More precisely, we build an econometric model to assess the contribution of market access (in general and to the EU-15) versus supply capacity improvement to increasing the export performance of transition countries. Following the gravity approach, the proximity and size of the EU market, in addition to the EU integration process, are rather selfevident factors contributing to the improved EU market access for transition countries. In this framework, it is not our ambition to disentangle the impact of the basic factors of a gravity model (size of trading countries, their proximity, historical/cultural/language proximity) from the impact of institutional factors (timing and types of institutional arrangements of EU integration process) on EU market access. This is beyond the reach of the available data set. The focus of our study is more on whether there are any significant differences in the contribution of EU market access to the export performance of the three groups of transition countries. In this way, we broaden the existing analysis of market access versus the supply capacity factors of the export performance of transition countries by Venables (2003, 2004) and Fugazza, in three directions: (i) by increasing the number of transition countries examined, (ii) by dividing the countries into three groups (NMS-8, CC-3, SEE-3), differentiated by level of development, export performance and status within the EU integration process, and (iii) by updating the period analysed to 2004. The paper is structured as follows. Section 2 analyses the theoretical and empirical context of the growing export performance of transition countries. Section 3 analyses the existing literature on the improved access of transition countries to EU markets. In Section 4 we build an econometric model for assessing the relevance of market access and supply capacity for the export performance of transition countries and present our results. Section 5 presents our conclusions..
Growing Export Performance of Transition Economies in Theoretical and Empirical Contexts
The existing literature on export performance tends to distinguish between factors determining market access and factors determining the supply capacity of exporting countries. As far as market access is concerned, the gravity theory presents the most powerful explanatory tool. The opening up of European transition economies seems to be the most important factor in their improved export performance, simply because it enabled gravity forces -proximity of and integration in the large and high purchasing power EU markets -to act and to make the EU-15 their main market. The supply capacity factors of export performance can be explained by comparative advantages arising from different factor intensities/endowments and/or by economies of scale in (horizontal) intra-industry trade characterized by similarities in technology and quality standards. Both theoretical approaches are relevant for the explanation of the export performance of transition countries because, as shown by the data, the main part of the trade of transition countries is still inter-industry trade and vertical intra-industry trade, though the share of horizontal intra-industry trade is slowly increasing. More horizontal intra-industry trade will only gradually outweigh trade based on comparative advantages.
The literature dealing with the increasing export perfor-
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Factors determining the supply capacity are numerous -overall export potential of the exporting country expressed by GDP and GDP per capita, productivity level, level of technological development, FDI, real exchange rate, institutional changes (see Redding and Venables 2003 , Fugazza 2004 , Rojec and Ferjančič 2006 ) -yet we do not analyze these, as our primary interest is the role of EU market access. mance of transition countries ranges from gravity models, upgraded gravity models, distinguishing between market access and supply capacity factors, shift share analysis, analysis of (export) competitiveness and more or less comprehensive descriptive analysis of factors behind growing export performance.
By far the most popular approach to the analysis of the export performance of transition countries is that inspired by the gravity theory (Collins and Rodrik, 1991; Havrylyshyn and Pritchett, 1991; Rosati, 1992; Hamilton and Winters, 1992; Baldwin, 1994; Kaminski, Wang and Winters, 1996a; Jakab, Kovacs and Oszlay, 2001; Havrylyshyn and Al-Atrash, 1998; Egger, 2003; Fidrmuc and Fidrmuc, 2003; Bussiere, Fidrmuc and Schantz, 2005) . The gravity models 4 suggest that, with the lifting of central planning restrictions on foreign trade, the transition to market economies and the independence of new countries have led to an increase and geographical restructuring in foreign trade along the lines of the gravity theory, i.e. the foreign trade intensity of transition countries increased to a major extent, and the EU-15, as a large, nearby, highly developed market, assumed the role of the dominant trading partner. Transition countries gradually approach the »normal« level of their trade with developed countries, especially the EU, but there are considerable differences between individual countries. Venables (2003, 2004) , and on their basis Fugazza (2004) , developed a model of trade which uses gravity techniques to estimate to what extent the export growth of a country is due to changed access to foreign markets and to what extent it is due to changes in the internal supply capacity of the exporting country. The internal supply capacity is regressed to variables such as GDP, population, internal transport costs and one or two institutional variables (real exchange rate fluctuations, risk of expropriation, labour market characteristics). Table 2 shows that, overall, market access has been more important than supply capacity for improving the export performance of transition countries. In Redding and Venables (2003) , foreign market access growth was a much more important source of export growth than supply capacity growth. The main component of foreign market access growth was Western Europe (i.e. EU). Still, the actual level of trade of Eastern Europe is lower than one would expect considering its good market access and better than average internal geography and institutions. This is because transition countries are faced with supply capacity constraints. The results of Fugazza are more ambiguous. In the first phase of transition (1988-95), foreign market access was much more important for the export growth of transition countries than supply capacity growth, while the situation in 1992-99 was quite the opposite. It is more or less obvious that the beginning of transition was characterized by the opening of the markets in EU and elsewhere, while defensive enterprise restructuring (elimination of non-viable companies and production programs) reduced the supply capacity.
Other approaches to the analysis of the export performance of transition economies include:
Shift-share analysis, which decomposes the overall increase in exports into a general demand component, a structural effect component and a competitive effect component. Havlik, Landesmann and Stehrer (2001) demonstrate that transition countries considerably improved their competitive position In gravity models, trade between two countries is positively related to each country's economic size and development level, and negatively to the distance between them, the latter determining transport costs (Rivera-Batiz and Olive, 2003, pp. 99-102) . Size determines the supply conditions in the source country and the demand conditions in the host country. Other factors, which infl uence the magnitude of bilateral trade, like common language, if two countries were part of the same territory, common borders, free trade arrangement, are also commonly included in the model (Bussiere. Fidrmuc and Schantz, 2005: 14-15 ).
• (competitive effect component) in the EU-15 compared to non-EU competitors.
Synthetic index of export performance, composed of (i) the change in the dollar value of exports, (ii) the change in the share of CMEA (Council for Mutual Economic Assistance) countries in total exports, (iii) the percentage increase in manufactured exports to OECD, (iv) the ratio of OECD-oriented manufactured exports to GDP. Kaminski, Wang and Winters (1996b) claim that speed and scope of transition reforms have been more important than initial conditions and market access in explaining inter-country differences in export performance.
(Export) competitiveness analysis (Halpern, 2002; IMD, 2004; Zinnes, Eilat and Sachs, 2001; Havlik, 2000) of transition economies suggests positive contribution of supply capacity factors to CEEC's export performance.
Improved Access of CEEC to EU Markets
One of the most outstanding features of the export performance of transition countries from the beginning of transition is the increasing importance of EU-15 as the main market of their exports. Most of this development is explained by gravity theory, i.e. by the fact that pre-transition trade within CMEA countries was well above the 'normal' level and with the EU-15 well below the 'normal' level. The size, proximity and development level of the EU-15 are extremely strong gravity forces for the exports of transition countries. Additionally, the EU integration process has provided these countries with preferential access to EU-15 markets. How important has been this institutional factor? The fact that all three analyzed groups of transition countries considerably increased their market shares in the EU-15 suggests that preferential access to EU-15 markets has produced the anticipated effects. Unfortunately, to our knowledge, no econometric estimation of the subject has been done so far 5 .The literature suggests that preferential market access, especially the Europe Agreements, has clearly been important for increasing the volume of trade in transition countries, but has not been directly responsible for much of the growth of their exports (Kaminski, Wang and Winters, 1996b: 34) . This is because the scope of preferential treatment has been limited by a number of inherent limitations (antidumping procedures, tight rules of origin, delays in liberalizing the import of sensitive products) while other basic factors of export performance have been more important for export expansion. Because of this, transition countries with basically the same scope of preferential access to the EU-15 perform differently in terms of their exports.
The access of transition countries to OECD/EU markets has evolved in three stages. The first stage was the removal of discriminatory measures (non-tariff barriers) aimed specifically against state trading economies, and the granting of MFN status. The EU was the first to do this. The second stage was granting of preferential market access under the General System of Preferences (GSP), which put transition countries on par with developing countries with quota limited free access for most products. Again the EU was the first to do this. The third stage was the signing of Europe Agreements between the EU-15 and the NMS-8 by the mid-1990s (Poland, the former Czechoslovakia and Hungary in 1991, Estonia, Latvia and Lithuania in 1995, and Slovenia in 1996) , and their anticipated accession to the EU after the Copenhagen EU summit (Kaminski, Wang and Winters, 1996b Recent analysis of Mongelli, Dorrucci and Agur (2005) partly deals with this issue, although it is not directly related to the EU accession process. Th ey investigate the link between economic integration and the overall institutional process of regional integration in Europe. Th e evidence suggests that the interaction between regional institutional and trade integration is signifi cant. Such interaction runs in both directions, but the link from institutional to trade integration dominates 6 A Stabilisation and Association Agreement has practically the same coverage as a Europe Agreement, plus it adds special emphasis to the promotion of regional cooperation (creation of a network of free trade agreements of SEE countries, recently upgraded into their membership in CEFTA) and political stability.
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On January 27, 2006, the Commission published a Communication "Th e Western Balkans on the road to the EU: consolidating stability and raising prosperity" in which it lays down, inter alia, policy proposals to foster trade, like the rapid conclusion of the regional Free Trade Agreement between the countries of the region, and establishing a zone of diagonal cumulation of origin between the EU and the countries of region that have concluded free trade agreements with the EU. According to Kaminski, Wang and Winters (1996b: 33) , the GSP represented a big step in tariff liberalization 8 , but there is little evidence that, "with its limitations and exclusions (quantity limits, special treatment of sensitive products, uncertainty of access), it alone can explain changes in transition economies shares in OECD imports. " Clearly, Europe Agreements have been more important than GSP. Kaminski (1994) analyzed the effects of Europe Agreements with Czechoslovakia, Hungary, Poland, Romania and Bulgaria signed in 1991 and 1992. He claims that provisions on trade with industrial products, which affected about 80% of the exports of the five countries to the EU, significantly improved their access to EU markets. In 1992, the first year they were in force in Hungary, Poland and the former Czechoslovakia, the Agreements freed slightly less than 50% of total exports to the EU from import duties and nontariff barriers. According to the Agreements, these shares were to increase over five years to about 80% for the former Czechoslovakia, 60% for Hungary and 70% for Poland. In addition, tariffs were reduced for a number of other products, and the Copenhagen summit further cut the time to reach the top of the EU preferential trade pyramid, which was then occupied by EFTA countries. These reductions translated into a competitive edge over suppliers from other countries. Still, the Europe Agreements retained a number of restrictions characteristic for GSP (delays in liberalizing imports of sensitive products, tight rules of origin, continuing threats of antidumping and the virtual exclusion of agriculture), which were removed only gradually in the process of EU integration.
Accounting for the Contribution of Market Access Versus Supply Capacity Improvement to Export Performance
In this section we assess the contribution of foreign market access versus internal supply capacity improvement to the export growth of individual transition countries. This approach consists of two steps. In the first step, we quantify the respective roles of foreign market access and supply capacity as two key determinants of the export performance of a given country. In the second step we then use the estimates obtained in the first stage of the analysis in order to construct supply capacity and foreign market access series. These serve as an analytical tool to reveal the importance of foreign market access and of the supply capacity of the home economy for a country's export performance.
Decomposition of Export Performance
Total export growth can be decomposed into supply capacity and foreign market access growth. Following the approach of Venables (2003, 2004) and Fugazza (2004) , we estimate a gravity model equation where the dependent variable is exports (logarithm) from country i to country j and the dependent variables are bilateral distance (logarithm), an indicator of the existence of a common border, exporter-country dummies and importer-partner dummies:
Bilateral distance Dist ij and the border dummy Bord ij are assumed to capture geographical bilateral trade costs. Exporters and importer partners fixed effects, Country i and Partner j , respectively, are introduced to control for supplier capacity and market capacity. These terms can also serve as a control for institutions and policy related bilateral trade costs.
The model is estimated for 14 transition countries (NMS-8, CC-3, SEE-3) at the level of aggregate trade flows of these countries with their most important trading partners from all over the world. The data set spans over the period 1994-2004, which makes a balanced panel for 11 years. Bilateral trade flows, distance measures and GDP data are obtained from WIIW and CEPII databases.
The model (1) is estimated year-by-year in order to allow for annual variations in estimated individual parameters of interest. A simple OLS estimator is used in these exercises. Results are presented in Table 3 . Estimated coefficients of 8 At the time of its introduction for transition countries, MFN tariff s on industrial products in the EU averaged around 6%, whereas average GSP tariff s were around 2%, and most of GSP items (94%) were subject to zero rates. 74% of tariff lines of industrial products had zero rates (Kaminski, Wang and Winters, 1996b: 34) . 9 Note that in a previous version of estimations without the SEE-3 the distance coeffi cients were of the same magnitude as in the Fugazza study and have doubled only aft er including the SEE-3 into the sample. Th is indicates higher trade costs (transport cost, tariff s, etc.) in trade with these countries. geographical distance are twice those obtained by Fugazza (2004) with a larger and more heterogenous data set, which means that the trade flows between the old EU-15, new member states and other transition countries in our sample are comparatively more affected by trade costs 9 . There is not much variation in estimated coefficients over time, indicating the robust importance of transport costs for the export performance of individual countries. On the other hand, the coefficients for border dummies are about half the size of those obtained by Redding and Venables (2003) and Fugazza (2004) and decreasing over time. This indicates the importance of cross-border trade for transition countries, which diminished with the economic integration and economic development of these countries over the last decade. With closer integration into the EU economic area, and with high rates of productivity growth, the relative im- Table 3 . Bilateral Ttrade eEquation eEstimation (with country and partner dummies) for Transition Countries (period 1994 Notes: ln(Xij) is log bilateral exports from country i to partner j plus one; ln(distij) is bilateral distance between countries i and j; borderij is a dummy for a common border. t-statistics in italics; ***, **, and * denote significance of parameters at 1%, 5% and 10%, respectively. Note that Lithuania is dropped from the table since it serves as a benchmark result for all transition countries, while on the other side dummies for three SEE countries are used (and dropped) from the sample interchangeably.
portance of transport costs might have decreased, allowing domestic firms to increasingly afford to bear the costs of shipping goods to non-neighbouring countries.
We introduce exporters and importer partners as fixed effects, Countryi and Partnerj, where the former serve to control for supplier capacity, and the latter for foreign market capacity. Home countries' (i.e. exporters) parameters are mostly significant and do reveal positive increasing trends over time, indicating a rise in domestic supply capacities in most of the countries. One should interpret the home countries' effect with respect to the coefficients of the constant term. Since the constant term is returning an average level of bilateral trade flows, the individual country coefficients therefore indicate an individual country's positive or negative deviations from the average level of trade flows. In this context, one can realize that smaller and/or less developed countries (such as the Baltic and South East European countries) do exhibit lower levels of trade flows. Importer dummies indicate the importance of individual regions in terms of their importance as foreign markets for the exports of individual countries. In accordance with the process of trade liberalization with the EU in the 1990s, the EU market dominates over other importer dummies. The importance of other OECD countries is about 80% of the EU markets, while the importance of trade with the NMS-8 and the CC-3 is only about 30% to 40% of the EU markets. As expected, coefficients for the SEE-3 foreign market dummy are significant and exhibit very high negative coefficients, indicating the very low revealed importer market potential of these countries compared to most of the transition countries.
Accounting for Supply Capacity and Foreign Market Access
In the second step, the estimates obtained in the first stage of the analysis (estimates from model (1)) are used to construct supply capacity and foreign market access series. The supply capacity estimate for country i (SCi) is given by the exponential of exporter country dummy times its coefficient:
While the foreign market access estimate (FMAi) is given by:
The estimates of supply capacity (2) and foreign market access (3) allow us to decompose the sources of export growth over the last decade and help us analyse over time the contributions of both the supply capacity as well as the foreign market access to the export performance of each individual transition country.
As revealed in Figure 1 , the evolution of exports, supply ca- Growth Index for Exports, Supply Capacity and Foreign Market Access.
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Th ere are some irregularities in the trends for the SEE-3, which is due to problems with the data pacity and foreign market access are remarkably uniform across individual transition countries. There is some variation in the export figures around the common increasing trend of exports. The exception is the SEE-3, where oscillations are much higher and more persistent than those of other countries. Table 4 further demonstrates some differences in export performance within the transition countries. Over the periods of 1994-96, 1996-98 and 2000-2002 , the group NMS-8 has increased its exports at a faster pace (33%, 46% and 23% respectively) than the CC-3 (11%, 9% and 18% respectively) and the SEE-3 (22%, 20% and 14% respectively). In the last analysed period of 2002-2004, all three groups of countries converged at similar growth rates for exports (27%, 28% and 26% in terms of bi-annual growth rates). Table 4 shows that the contribution of foreign market access to transition countries export growth has been constantly increasing and vice versa is true for supply capacity. Until 1998, supply capacity increase was more important for export growth than foreign market access improvements, yet later on the situation changed. If over 1994-96 the contribution of improved foreign market access to the export growth of transition countries was only 8.8% and of supply capacity growth as much as 91.2%, by 2002-04 the contribution of market access increased to 75.9% and of supply capacity decreased to 24.1%. It seems that the opening up of foreign markets for transition countries has needed quite some time before producing genuine impact. This is true for all three groups of transition countries.
Over the period 1994-2000, there were considerable differences among individual groups of countries in terms of the respective contribution of market access and supply capacity. As time passed, the differences diminished. Between 2002 Between -2004 there were almost no differences in terms of export growth (export index of 1.27, 1.28 and 1.26, respectively for , the contribution of foreign market access (75.5%, 77.3% and 75.5%, respectively) and supply capacities (24.5%, 22.7% and 24.5%, respectively).
The data suggest that, until 2004, the NMS-8, CC-3 and SEE-3 have become very similar in terms of the contribution of foreign market access to their export growth. Further disaggregating of foreign market access to individual groups of importing countries, however, shows considerable differences between transition countries. Table 5 , which decomposes foreign market access into five regional components (EU-15, NMS-8, Cyprus and Malta, CC-3, non-EU OECD countries, and SEE), demonstrates that access to the EU-15 has contributed much more to the overall market access growth of the NMS-8 as compared to the CC-3. On the -8, CC-3 and SEE-3, 1994-2004 Notes: Bi-annual index of growth of exports, supply capacity and foreign market access, calculated from equations (2) and (3). Supply capacity and foreign market access growth are then recalculated so as to show their relative contribution to the growth of exports. other hand, the contribution of the EU-15 to the growth of the overall market access of the CC-3 is gradually increasing, while in the case of the NMS-8 it has stagnated at high levels. Obviously, the EU integration process is an important determinant of market access to the EU-15, and one can expect that the CC-3 and the SEE-3 will further benefit from this process in the future. The non-availability of data does not allow us to make any conclusions about the actual importance of EU-15 market access for the SEE-3. What is obvious is that market access for South East Europe has made an important contribution to their overall market access growth. This may even increase in the future, due to the recent particpation of South East European countries in the CEFTA.
The main question of our exercise concerned the importance of EU-15 market access to the export performance of transition countries. The answer is that market access growth represents the main determinant of export growth for all the groups of transition countries. Additionally, the importance of market access growth for the export growth of these countries is constantly increasing. In terms of market access growth, the EU-15 contribute the main part, about two thirds in the case of the NMS-8 and almost 40% in the case of the CC-3. Better EU-15 market access can then largely explain the better export performance of the NMS-8. Further EU integration processes may bring similar benefits to the CC-3 and the SEE-3.
Conclusion
This paper looked at changes in EU market access and the impressive growth in export performance among transition countries. Based on the relevant theoretical concepts, we follow the approach of Redding and Venables (2003 ), and Fugazza (2004 , which decompose the export performance of individual countries into foreign market access and internal supply capacity components. More precisely, we build an econometric gravity-type model to assess the contributions of market access (in general and to EU-15) versus supply capacity improvement to increasing the export performance of transition countries. We find that the contribution of foreign market access to transition countries export growth has been constantly increasing and vice versa is true for supply capacity. Until 1998, supply capacity increase was more important for export growth than foreign market access improvements, yet later on the situation changed. Until 2004, the NMS-8, CC-3 and SEE-3 have become very similar in terms of the contribution of foreign market access to their export growth. This is not the case however, where market access to the EU-15 is concerned. Improving access to EU-15 markets has been much more important to the overall foreign market access growth of the NMS-8 as opposed to the CC-3.
To answer the question of how important EU-15 market access has been for the improved export performance of transition countries several assertions can be made. Market access growth represents the main determinant of export growth among all the groups of transition countries reviewed in this paper. Additionally, the importance of foreign market access growth for the export growth of transition countries is constantly increasing. In terms of market access growth, the EU-15 contribute the better part, about two thirds in the case of the NMS-8 and almost 40% in the case of the CC-3. Better EU-15 market access then can largely explain the better export performance of the NMS-8. Further EU integration processes may bring similar benefits to the CC-3 and the SEE-3.
